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Socialist Countries in GATT EAST-WEST TRADE-NEW APPROACHES
The present stage in East-West economic cooperation has reached the point at which four socialist countries have become members of the General Agreement on Tariffs and Trade (GATT) and were thus admitted to the world trade system on the basis of non-discrimination and the most-favored-nation clause. Of those, Poland, Romania and Hungary are also members of the Council for Mutual Economic Aid (CMEA, Comecon) while Yugoslavia-not a formal member-is extensively engaged in the socialist system of economic cooperation.
Trade between socialist and free economy countries has a long history, and foreign trade experts are quite familiar with socialist foreign trade techniques. 1 Free world exporters and importers in a number of countries represent today an impressive business milieu professionally engaged in East-West economic cooperation. It is also true however that East-West trade operations are, compared with world trade volume, relatively insignificant. Even today, the foreign trade policy of the socialist countries seems to be directed at preventing their full integration into the world economic system. The main reason seems to be that the function of foreign trade is primarily to obtain financing for transforming the national economies of these countries into industrial societies, according to programs fixed in their long term economic plans. 2 While this remains true today, it is also true that joining GATT was connected with an important change of mind as regards the function of foreign trade in socialist economies. The Communique on the 25th session of the CMEA (6 July 1971) stated that:
The session declared that any country that is not a Comecon member can fully or partially participate in the implementation of the measures envisaged by the comprehensive program. The CMEA member countries will continue to develop economic, scientific and technical ties with the developing countries and the developed capitalist states on the principles of peaceful coexistence, equality, mutual advantage and respect for sovereignty. 3 While similar sentiments were expressed before, at this moment this modest statement seems to have acquired new meaning. It seems to be a result of a conviction that further progress, sophistication, and industrial expansion call for closer economic cooperation with the outside world.
By the time the comprehensive program was being considered, the need for at least partial reintegration of Comecon into the world economic system became quite clear. The main pattern for this new approach was generally accepted. The West was to supply the machinery, factory equipment, technology and know-how, and general cooperation in the expansion and modernization of the industrial establishment in the East. The East in exchange was to supply cheap labor and raw materials and to export at least some of the goods and commodities produced in the East. 4 A Soviet economist writing in early 1973 argued for an extensive program of reintegration:
Obviously, the guaranteeing of security in Europe would make it possible to free substantial material and labor resources and would create conditions for carrying out a number of major all-European projects. At present, the creation of a common power system for Europe by linking the existing power systems of the C.M.E.A. member-countries and the countries of Western Europe, as well as a single system of internal waterways, is technically possible, and the construction of major transcontinental petroleum and gas pipelines and cooperation in the field of environmental protection are feasible. The joint conduct of nuclear and space research, the joint use of nuclear energy for peaceful purposes, the pooling of states' efforts in combating such diseases as cancer, cardiovascular diseases, etc., are also possible. ... The C.M.E.A. countries' trade with the industrially developed capitalist countries, which because of the Western powers' policy of prohibitions had been on a low level, at present is one of the most dynamic areas of world trade. In 1960-1970 the average annual growth rates of the socialist countries' exports and imports to the developed capitalist countries were 10.9% and 9.9% respectively, while the growth rate of world trade as a whole was 9.4%. Moreover, in the second half of the 1960s these rates were higher than in the first half. In 1971 the European C.M.E.A. countries' trade turnover with the capitalist states came to $17,500,000,000.
The overwhelming bulk of the C.M.E.A. countries' trade with the capitalist countries is with Western Europe, but their trade turnover with Japan is growing rapidly. In 1970 exports to Japan had increased by 650% in comparison with 1960 and were almost three times larger than exports to the U.S.A. Japan holds first place (734,000,000 rubles in 1971) in the U.S.S.R.'s trade with the developed capitalist countries. 5 The argument in favor of extended economic cooperation between the Soviet Union and the West was given full treatment in a subsequent article in Pravda that listed three reasons for closer cooperation between the socialist and capitalist systems. In the first place, specialization is the motor of progress, as no country in the world, even the largest, is able to develop all aspects of production. The Soviet Union has large reserves of oil and raw materials, which must not remain idle, and needs investment, equipment and knowhow, which are available in the industrial West, provided of course that credits to the USSR can be paid with a part of the goods or materials produced in new enterprises. Finally, cooperation with the capitalist world will assure the flow of foreign currency that will permit raising the standard of living of the Soviet people. In effect, this article argued in favor of the worldwide division of labor, of a world market, and of identity of economic interest in all countries regardless of their social systems. At the same time, the new direction for the program of development and integration of the Comecon area was not adopted without serious soul-searching, particularly since it would require an end to a policy of economic autarchy within Comecon.
A few years later, a study prepared at the Institute of the World Socialist System of the USSR Academy of Science provided a theoretical explanation of the policy of the economic rapprochement to the Western industrial world:
Policy considerations may temporarily deform world economic links, disturb their development, change their direction, however, . . . as history shows, objective economic necessity invariably breaks through most complicated barriers of political obstacles. 
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In the contemporary world the progress of each country is inseparable from its participation in the world exchange of material and spiritual values reflecting interdependence of all countries. A mass of visible and invisible threads link the economic development of separate countries with those changes which take place in the world economy. 6 
REFORM OF THE FOREIGN TRADE MECHANISM
In order to implement this new policy, an adjustment in trading techniques of Eastern European socialist countries was necessary. The reform could be generally described as change-of-trade techniques in free economy countries, although State foreign trade monopoly was still maintained. Its main features were to involve the producers directly in foreign sales, to make them more competitive and independent of government foreign trade agencies. The extent of change may be best seen when the reformed foreign trade mechanisms in the European members of CMEA are compared with that of the Soviet Union, which with minor changes retained the shape established in the interwar years.
In the Soviet Union, foreign transactions were initially the responsibility of foreign trade delegations, a peculiarly Soviet organization, either attached to or a part of the diplomatic mission accredited to foreign governments abroad. Foreign trade delegations had no personality except that of the State which they represented, and their transactions engaged its financial responsibility. They were given a status in which two elements were combined. Although a part of the diplomatic mission, and therefore enjoying sovereign immunity as a trading agency, foreign trade delegations were subject to local jurisdiction and were responsible for discharging the obligations of the Soviet State with assets under their control.
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As an instrument of foreign trade, trade delegations were found to be inadequate. In due course, the Soviet Union began to experiment with new forms of trading organizations which, after some development, have assumed the name of foreign trade associations. These associations are governmental agencies with the status of legal entities subordinate to the Ministry (Commissariat) of Foreign Trade, which issues charters determining their roles in the foreign trade field. Each foreign trade association is responsible for a specific line of products imported or exported abroad. Its directors and higher personnel are appointed by the Minister of Foreign Trade.
Yugoslavia initiated experimentation with different arrange- [Vol. 28 ments. In the 1960s other Comecon countries followed suit, seeking credits, investment capital and a greater share of free-economy markets, particularly in manufactured products, machinery, factory equipment and complete industrial plants. The realities of trade, internal problems affecting industrial processes, the drive towards raising the quality and quantity of commodity production and the attractiveness and competitiveness of the goods exported mitigated against total separation of production from trade organizations. As a result, nearly all of the socialist countries of Eastern Europe were forced to modify their foreign trade organizations to de-emphasize the separation of trading agencies from production and to stress direct involvement of the producer in selling his product abroad or buying the kinds of goods (prefabricated goods, machinery, raw materials and equipment) required by his factory or enterprise. Although a wide variety of standardized staples may be disposed of routinely in foreign markets, other forms of foreign trade, such as sales of plants and machinery, fashions and clothing, automotive equipment, electronics, necessitate direct contact between the producer and the sales market.
Currently, the socialist world appears to be split into two groups. China, North Korea, Mongolia, North Vietnam, Cuba, Albania and the Soviet Union itself have retained the original Soviet model of foreign trade organization. Yugoslavia has not only rejected the Soviet model but also restructured the state monopoly of foreign trade. Other Eastern socialist countries have combined the Soviet system of foreign trade monopoly with a new approach to handling foreign trade transactions. Bulgaria holds a special place in that group. While retaining government monopoly over foreign trade, the Bulgarians have abolished specialized agencies and replaced them with producers' unions and combinations of governmental and cooperative organizations responsible both for foreign trade operations and for serving the domestic market. However the number of these unions is quite limited. In other socialist countries, the government monopoly, directed exclusively by governmental agencies, remains the primary trading organization. In Poland for example, foreign trade transactions are the responsibility of agencies organized as government enterprises (similar to the Soviet model), cooperative organizations and joint stock companies. In the past the bulk of foreign commercial transactions was handled by government enterprises of the Soviet type; now the emphasis appears to have shifted to direct involvement of producers in foreign trade operations. Recent Polish legislation tends to encourage the formation of new joint stock companies and cooperative organizations in order to organize producers to engage in foreign trade transactions. 13 The legal status of foreign trade enterprises in Poland is determined by the 1950, decree on government enterprises 14 .544
[Vol. 28 involvement of producers in foreign trade operations by permitting broad associations of producers to establish their own foreign trade agencies and by authorizing large government enterprises to handle their own transactions. 16 Normally, in the case of a large company or a government enterprise, a foreign sales or imports department becomes an integral part of the enterprise's operation. Sometimes, smaller firms are encouraged to organize a joint stock company, of which they become stockholders, to handle their foreign trade transactions and represent their interests exclusively. The direct result of this approach is the multiplication of foreign trade organizations. Poland, for instance, has some 100 such agencies, compared to approximately 50 for the Soviet Union. This approach also tends to expand the regulatory functions of the Ministry of Foreign Trade, with an attendant emphasis on aspects of bureaucratic control, as well as directly involving producers in foreign trade transactions.
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Czechoslovakia is also experimenting with an approach resembling the Polish model, although on a grander scale. The basic organization is a separate foreign trade enterprise directly subordinate to the Foreign Trade Minister. In addition, two new organizational forms have appeared. First, pre-existing foreign trade enterprises representing producers of specific assortments of commodities and goods were made part of larger economic units, organized in the form of trusts or concerns (e.g. Skoda), which handle their products exclusively and are subordinate to competent economic ministries or industrial organizations. The second form enables those foreign trade enterprises to create a type of joint stock company whose shareholders are the organizing producers and firms. The shareholders elect boards of directors and managers, and thus control the operation of the trading agency.
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The new foreign trade system introduced in the German Democratic Republic typifies the same trend. The East German innovation underscores a tendency present in Eastern Europe toward a higher degree of regional integration in the industrial sector. Currently this reform is well advanced. In addition to foreign trade enterprises, East Germany has introduced other foreign trade structures. In accordance with the provisions of the ordinance of 16 April, 1964,19 a number of the larger enterprises may be given the 16 Although the Rumanian system of independent foreign trade enterprises continues to be maintained, it is being supplemented and gradually replaced by associations of enterprises organized as corporate entities and empowered to make contracts with foreign traders. The aim is to give these associations control of foreign trade operations, particularly with respect to exports, thus allowing them to establish direct contacts with foreign clients and explore the needs of a foreign market. In certain situations, major participants in associations are accorded the right to contract abroad. Sometimes a joint foreign trade department has been established to handle the foreign transactions of member enterprises. Certain associations also manage imports, particularly of machinery and factory equipment.
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In Hungary, foreign trade rights are allocated to large firms, which for a number of reasons must maintain direct connections with the foreign markets toward which their production is oriented. These firms enjoy a virtual monopoly in their line of production, or collaborate closely with foreign firms, again particularly with enterprises dealing in capital goods and factory equipment. Similar privileges are accorded to firms which, in their manufacturing process, depend upon foreign imports of semi-finished products, parts or raw materials. In addition, import and export firms have been organized to represent smaller enterprises in foreign trade transactions. These firms differ from the foreign trade enterprises of the Soviet type, which they have gradually begun to replace, in that they buy and [Vol. 28 sell on commission rather than on their own account.
SOCIALIST MEMBERS OF GATT
There are at present six socialist countries members of GATT: Cuba, Czechoslovakia, Yugoslavia, Poland, Romania and Hungary (Bulgaria has been admitted as observer since 1967). Czechoslovakia was an original member of the international groups which drafted GATT, and Cuba was an original signatory, both prior to their conversion to socialism of the Soviet type. Since their conversion however, their participation in the GATT system is highly limited because they became subject to restrictions imposed on exports to Communist countries. 23 Four others, Yugoslavia, Poland, Romania and Hungary were admitted as a result of negotiations, after accepting special conditions, which differed in each case.
Accession of Yugoslavia to full GATT membership took several stages. In 1950 Yugoslavia was granted observer status. 24 On 16 May 1959 Yugoslavia declared that goals and principles of GAT were accepted as a basis for mutual trade relations with the members of GATT, and asked that similar concessions be granted to Yugoslavia reciprocally. On 1 July 1960 Yugoslavia introduced a provisional customs tariff, limited to 127 items. 25 In 1961 a permanent tariff schedule covering all items of trade was adopted, and Yugoslavia applied for regular membership in GATT; with the tariff Yugoslavia was able to participate in negotiations for lowering or eliminating tariff barriers to trade. On 13 November 1962 Yugoslavia was provisionally admitted to GATT, and on 5 April 1966 admitted to regular membership. 26 Admission of Poland took a different approach. In the Polish case it was clear from the beginning that, while Poland adhered to the general principles of GATT as expressed in the Preamble to the General Agreement, she would not alter her economic system or her technique of foreign trade. The basis of admission was to be provided not by tariff concessions but by a minimal import commitment from the GATT countries. This suggestion was made as early as 1959.27 Whle this offer was not immediately accepted, the Polish po- 
1980]
sition was strengthened when in 1960 the United States granted Poland most-favored-nation treatment, and the Commerce and Consular Rights Treaty (1931) with the United States was confirmed. 28 An opportunity for a formal application for admission was offered by the so-called Kennedy Round of negotiations for further trade concessions. In the course of negotiations definite Polish percentage increases in imports from GATT countries were coupled with periodic review of her trade relations within GATT. 29 The Protocol of Accession worked out in the negotiations with Poland set the annual increase of imports from GATT members at 7%.30 With this general formula GATT was satisfied. The Protocol of Accession did not rule out variations between increases in trade with individual members of GATT. What was required is that global imports from GATT countries should increase. Whether Poland with her price policies and investment programs can really adhere, not only in letter but also in spirit, to provisions of art. xvii of GATT, is another matter. Art xvn establishes the rule that state trading enterprises shall make transactions "solely in accordance with commercial considerations, including price, quality, availability, marketability, transportation. . . ," thus theoretically excluding other motivations, which seems to contradict the basic tenets of economic planning in a socialist country of the Soviet type.
The annual review obligation seems to indicate that trade increases must be fairly distributed between the member countries. The reviews deal primarily with the direction and composition of Polish foreign trade. Three months before a review the parties may request consultations regarding specific trade problems, including mutual concessions. Parties not satisfied with mutual performance may withdraw concessions under GATT and the Protocol of Accession. 31 Romania's accession to GATT also was based on the planned increase formula. However it was calculated somewhat differently. The Agreement of Accession signed in 1967 stated that Romania intends "...
to increase its imports from the contracting parties as a whole at a rate not smaller than the growth of total Romanian imports provided for in its Five Year Plan. ' [Vol. 28
Hungary's accession to GATT was based on conditions resembling those under which Yugoslavia was admitted. Hungary was accepted under the procedures provided for in art. xxxiii of GATT, on terms agreed in separate negotiations. Hungarian application for admission to GATT relied upon a conscious reorganization of the central management of its economic life, which allegedly introduced market relations. Hungary, it was said, adopted the New Economic Mechanism. In addition Hungary adopted a tariff schedule, with two columns: one covering countries with whom Hungary traded on the MFN principle, and the other for non-MFN trade, repeating the Yugoslav reorganization of its foreign trade relations. 33 Hungary claimed that its foreign trade enterprises were able to buy and sell in world markets competitively, that it had no non-tariff barriers to trade, and was ready to grant binding tariff concessions and MFN treatment to its GATT partners in exchange for reciprocal MFN treatment. She further claimed that although the Hungarian government remains the owner of* the means of production and the overall economic plan fixes import and export targets for the Hungarian economy, foreign trade agencies and various manufacturing enterprises are free to make contracts in foreign markets, exclusively on the basis of commercial considerations.
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It took four years for a working party, established for that purpose, to work out conditions of Hungarian accession to GATT. One of the important conditions accepted by the working party was the exemption of relations with other socialist countries (members of the CMEA) from the GATT provision on the MFN clause and nondiscrimination.3
The Protocols of Accession to GATT for Poland, Romania and Hungary have several common elements. In each the Contracting Parties agreed to reduce gradually all discriminatory quantitative restrictions on imports from the acceding state. The Contracting Parties reserved the right to take discriminatory safeguard action against the acceding state's exports, if those exports cause serious injury to domestic producers (a reservation departing from the provisions of art. xix of GAIT which provides for nondiscriminatory emergency action directed against the product, not the country of origin). Accessions provided also for mutual withdrawal of equivalent concessions in the event of a dispute concerning the fulifilment of commitments under the accessions. 
Id.
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STATE TRADING AND GATT Art. xvu of GATT permits state trading, providing that state enterprises ". . . act in a manner consistent with the general principles of non-discriminatory treatment prescribed .. . for governmental measures affecting imports and exports by private traders." In other words, government trading enterprises should conduct their operation exclusively on commercial principles. GATT is aimed at developing world trade by private traders primarily, and socialist countries admitted to GATT are bound to a policy of non-discrimination against private traders.
Concessions to the socialist members represent important departures from the GATT regime. In the first place there is the question of non-discrimination. It applies in trade relations between GATT members, whether socialist or free economy. However it does not necessarily apply in socialist countries to all their trade, because their trade with other socialist countries who are members of CMEA but not members of GArT rests on different principles. With price manipulation, annual trade balances, commitments to import a planned volume of commodities and services, concessions to socialist trade may not meet the conditions of trade with free economy partners. In the Polish and Romanian accession conditions, GATTr members were at least assured a share of the markets. The Romanian formula seems a better answer to the modified nondiscrimination formula because it guarantees expansion of the ,Romanian market share at least as large as that of CMEA trade. In ,the Polish case, the obligation to increase GATT' trade has been more than met, as Polish imports from the free world have greatly surpassed the minimum 7%. 36 A dubious feature of the Hungarian accession is the forint exchange rate, which is different for West and East trade. For foreign transactions Hungarians use the covertible ruble at 40 forints/ruble, and the U.S. dollar at 60 forints/dollar for GATT trade. Thus, officially, a ruble is rated higher than a dollar. Hungarian rates of exchange may indicate that the ruble is overvalued as compared to the dollar, or it may suggest price manipulation which would make socialist commodities cheaper in Hungary than GATT imported commodities. Since the ruble is not traded in world exchanges it is impossible to test its real value against freely convertible currencies. Differential rates of exchange may also suggest that Hungary is subsidizing her Comecon exports, while there are no subsidies for exports to the GATT markets. [Vol. 28
In contrast with the Hungarian practices, Yugoslavia on acceeding to GATT devalued her currency from 759 dinars/dollar to 1250 dinars, in order to avoid subsidizing her exports to both the GATT and CMEA markets.
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While it is obvious that double exchange rates are in direct conflict with the principles of GATT, it is also true that the Hungarian practice is only an example of the pecularities of East-West trade in general. In the socialist economy, formation of prices is not controlled by the market but by the requirements of the plan. This applies as well to trade relations between socialist countries as in trade between socialist and market economy countries. Typical in this respect is the experience of Yugoslavia, which trades with the West (EEC in particular) on GATT terms and maintains trade relations with the CMEA countries on CMEA terms, including long term and annual trade agreements, no different from any other member of the Council. 39 In the final analysis therefore, double standards of trade techniques and practices-including currency manipulationsare a permanent feature of socialist trade, in whichever direction it goes.
Indeed, in comparative analysis of foreign trade regimes of the non-market and market economy countries, the central difference between them is the degree of government control over trade transactions. In socialist economies government preferences prevail over consumer choice. In market economies, tariffs express a compromise between one and the other type of preference. Tariffs in socialist economies have little influence on the volume of imports. Tariffs are a non-essential part of the import control system. More efficient methods to regulate the flow of imports are licensing and foreign currency controls. They are practiced in Hungary as well as in other socialist countries. Indeed they are an indispensable instrument in realizing the goals and targets of the economic plan. However unrestrained and competitive Hungarian trade agencies may be in the selection of their trading partners and of the assortment of imported goods, they still need to obtain import licenses and foreign currency allocations. It is clear that these controls are adequate to place the final decision on the conduct and policy of foreign trade in the ministry of foreign trade.
PERSPECTIVES
The accession of socialist countries to GATT is a realistic step, which may eventually bring about their integration into a world trade system. At this moment the volume of trade which follows the channels established by socialist presence in GATT is so insignificant that practically, departures from its system are not important. A Polish analyst claimed that as a result of internal difficulties in GATT the Kennedy round of tariff negotiations was initiated, and that participation of socialist countries resolved an internal crisis which prevented further progress of GATT. Nothing is further from the truth. Only Hungary was admitted under art. xxxiii in the course of the Kennedy round. Furthermore, GATT difficulties, and indeed they were serious, lay in non-tariff barriers existing in the trade among the industrialized countries of the West (Japan included). Socialist markets could offer little to the solution of trade difficulties in that area. Socialist economists may be reassured that they have not contributed to the revitalization of the capitalist trading system, which is able to accommodate economic cooperation between countries with different social structures and varying degrees of economic development. 4°T he importance of the accession of four socialist countries to GATT must be seen in different lights. Certainly it is not important in volume of trade or other aspects of economic cooperation. Its primary meaning is the reaffirmation that these four countries, traditionally a part of Western spiritual and economic reality, are finding their way into the old pattern of coexistence. At the same time it is clear that only a first step has been made. Each case of accession was an independent experiment and only the future will show which method will prove best at liberalizing trade between free economy and socialist countries. Perhaps, in time, it will be possible to reestablish a single trade system, a development of singular importance for the political stability of the world.
It must also be realized that socialist acceptance of the GATT system is limited by the ability to afford economic cooperation with free economy countries. Their basic aim is to develop their economies, stressing the industrial and high technology production which limits the capacity of their markets. As a Soviet author wrote:
To an increasing degree the Socialist countries acquire in the West machinery, factory equipment, patents and technological processes for those sectors of modern industry in which western states, for a number of reasons, have achieved a high level of technological development: chemical and petrochemical industries, special branches of machine construction, computer technology, transportation industry, cellulose-paper industry, food and light indus-40. Woznowski, supra n. 38 at 199 ff.
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GRZYBOWSKI: SOCIALISM & GArfT tries .... Economic cooperation with the West also permits solution of the raw materials and supply problems of the socialist countries. A rising standard of living in the socialist countries resulted in recent years in increased imports of mass consumption commodities; however, imports of that category of commodities to the socialist countries are still comparatively low. 41 It is a political question whether this policy is to be encouraged. It may be pointed out however that the framework of GATT allows various levels of participation in the program of free trade. Art. xvui and xxxvi-xxxvm of the General Agreement make exceptions for countries whose economic development would be hampered by full liberalization of their foreign trade, and who must follow a protectionist policy in order to develop their industries.
Indeed, GATT seems to provide a framework for trade cooperation of at least three groups of countries: highly industrialized economies, which can meet the challenge of free trade and the international division of labor with no hazard to their living standard; the developing nations, which need assistance, and are unable to reciprocate fully the advantages of admission to GATT on terms of equality; finally, state trading nations that are not able, owing to their social and economic order, to be fully integrated into the world trade mechanism. 42 The presence of the latter groups in GAT calls for concessions and adjustments justifiable not in terms of pure trade policies but in terms of political expectations. Can they be less than fully integrated into a world of peace and.security is the basic question. Obviously, before these expectations are realized the participation of the socialist countries must become much, much broader.
Economic development and world prosperity are the best guarantee of peace; trade, one of the most important factors in raising the standard of living, responds to a political climate which promotes the sense of security.
A Soviet economist, writing on the future of trade relations between CMEA countries and the European Common Market, underscored the need for trust and cooperation:
Progress in the area of economic cooperation between socialist countries of Europe without doubt depends upon whether leaders of the EEC are willing to adapt this organization to the needs of new Europe---the Europe of trust and cooperation. 43 Obviously the implication of these remarks is that the leaders of the West are still distrustful of the Soviet Bloc. One may wish that the writer's remarks were not so one-sided, since it is obvious that Soviet policies leave a good deal to be desired as to promotion of peace and stability. Soviet Bloc political leadership must recognize that trust is a condition related primarily to the conduct of governments in international relations. Obviously it will not result from the use of force and military adventurism exemplified by the presence of Cuban mercenaries in Africa, military interventions in Eastem Europe (Czechoslovakia and Hungary), and Asia (Afghanistan).
